
19 

Internal Revenue Service, Treasury § 1.642(a)(3)–2 

other income and no expenses or state or 
local taxes. 

(ii) For 2003, Trust has $5,000 of taxable in-
come in the S portion. This income is taxed 
to Trust at the maximum rate provided in 
section 1(e). Trust also has $3,000 of distrib-
utable net income (DNI) in the non-S por-
tion. The non-S portion of Trust receives a 
distribution deduction under section 661(a) of 
$3,000, which represents the amount distrib-
uted to Beneficiary during the year ($4,000), 
not to exceed the amount of DNI ($3,000). 
Beneficiary must include this amount in 
gross income under section 662(a). As a re-
sult, the non-S portion has no taxable in-
come. 

[T.D. 8994, 67 FR 34395, May 14, 2002] 

§ 1.642(a)(1)–1 Partially tax-exempt in-
terest. 

An estate or trust is allowed the 
credit against tax for partially tax-ex-
empt interest provided by section 35 
only to the extent that the credit does 
not relate to interest properly allo-
cable to a beneficiary under section 652 
or 662 and the regulations thereunder. 
A beneficiary of an estate or trust is 
allowed the credit against tax for par-
tially tax-exempt interest provided by 
section 35 only to the extent that the 
credit relates to interest properly allo-
cable to him under section 652 or 662 
and the regulations thereunder. If an 
estate or trust holds partially tax-ex-
empt bonds and elects under section 171 
to treat the premium on the bonds as 
amortizable, the credit allowable under 
section 35, with respect to the bond in-
terest (whether allowable to the estate 
or trust or to the beneficiary), is re-
duced under section 171(a)(3) by reduc-
ing the shares of the interest allocable, 
respectively, to the estate or trust and 
its beneficiary by the portion of the 
amortization deduction attributable to 
the shares. 

§ 1.642(a)(2)–1 Foreign taxes. 

An estate or trust is allowed the 
credit against tax for taxes imposed by 
foreign countries and possessions of the 
United States to the extent allowed by 
section 901 only for so much of those 
taxes as are not properly allocable 
under that section to the beneficiaries. 
See section 901(b)(4). For purposes of 
section 901(b)(4), the term beneficiaries 
includes charitable beneficiaries. 

§ 1.642(a)(3)–1 Dividends received by 
an estate or trust. 

An estate or trust is allowed a credit 
against the tax for dividends received 
on or before December 31, 1964 (see sec-
tion 34), only for so much of the divi-
dends as are not properly allocable to 
any beneficiary under section 652 or 
662. Section 642(a)(3), and this section 
do not apply to amounts received as 
dividends after December 31, 1964. For 
treatment of the credit in the hands of 
the beneficiary see § 1.652(b)–1. 

[T.D. 6777, 29 FR 17808, Dec. 16, 1964] 

§ 1.642(a)(3)–2 Time of receipt of divi-
dends by beneficiary. 

In general, dividends are deemed re-
ceived by a beneficiary in the taxable 
year in which they are includible in his 
gross income under section 652 or 662. 
For example, a simple trust, reporting 
on the basis of a fiscal year ending Oc-
tober 30, receives quarterly dividends 
on November 3, 1954, and February 3, 
May 3, and August 3, 1955. These divi-
dends are all allocable to beneficiary 
A, reporting on a calendar year basis, 
under section 652 and are deemed re-
ceived by A in 1955. See section 652(c). 
Accordingly, A may take all these divi-
dends into account in determining his 
credit for dividends received under sec-
tion 34 and his dividends exclusion 
under section 116. However, solely for 
purposes of determining whether divi-
dends deemed received by individuals 
from trusts or estates qualify under 
the time limitations of section 34(a) or 
section 116(a), section 642(a)(3) provides 
that the time of receipt of the divi-
dends by the trust or estate is also con-
sidered the time of receipt by the bene-
ficiary. For example, a simple trust re-
porting on the basis of a fiscal year 
ending October 30 receives quarterly 
dividends on December 3, 1953, and 
March 3, June 3, and September 3, 1954. 
These dividends are all allocable to 
beneficiary A, reporting on the cal-
endar year basis, under section 652 and 
are includible in his income for 1954. 
However, for purposes of section 34(a) 
or section 116(a), these dividends are 
deemed received by A on the same 
dates that the trust received them. Ac-
cordingly, A may take into account in 
determining the credit under section 34 
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only those dividends received by the 
trust on September 3, 1954, since the 
dividend received credit is not allowed 
under section 34 for dividends received 
before August 1, 1954 (or after Decem-
ber 31, 1964). Section 642(a)(3) and this 
section do not apply to amounts re-
ceived by an estate or trust as divi-
dends after December 31, 1964. However, 
the rules in this section relating to 
time of receipt of dividends by a bene-
ficiary are applicable to dividends re-
ceived by an estate or trust prior to 
January 1, 1965, and accordingly, such 
dividends are deemed to be received by 
the beneficiary (even though received 
after December 31, 1964) on the same 
dates that the estate or trust received 
them for purposes of determining the 
credit under section 34 or the exclusion 
under section 116. 

[T.D. 6777, 29 FR 17808, Dec. 16, 1964] 

§ 1.642(a)(3)–3 Cross reference. 
See § 1.683–2(c) for examples relating 

to the treatment of dividends received 
by an estate or trust during a fiscal 
year beginning in 1953 and ending in 
1954. 

§ 1.642(b)–1 Deduction for personal ex-
emption. 

In lieu of the deduction for personal 
exemptions provided by section 151: 

(a) An estate is allowed a deduction 
of $600, 

(b) A trust which, under its governing 
instrument, is required to distribute 
currently all of its income for the tax-
able year is allowed a deduction of $300, 
and 

(c) All other trusts are allowed a de-
duction of $100. 
A trust which, under its governing in-
strument, is required to distribute all 
of its income currently is allowed a de-
duction of $300, even though it also dis-
tributes amounts other than income in 
the taxable year and even though it 
may be required to make distributions 
which would qualify for the charitable 
contributions deduction under section 
642(c) (and therefore does not qualify as 
a ‘‘simple trust’’ under sections 651– 
652). A trust for the payment of an an-
nuity is allowed a deduction of $300 in 
a taxable year in which the amount of 
the annuity required to be paid equals 

or exceeds all the income of the trust 
for the taxable year. For the meaning 
of the term income required to be distrib-
uted currently, see § 1.651(a)–2. 

§ 1.642(c)–0 Effective dates. 

The provisions of section 642(c) (other 
than section 642(c)(5)) and of §§ 1.642 (c)– 
1 through 1.642(c)–4 apply to amounts 
paid, permanently set aside, or to be 
used for a charitable purpose in taxable 
years beginning after December 31, 
1969. The provisions of section 642(c)(5) 
and of §§ 1.642(c)–5 through 1.642(c)–7 
apply to transfers in trust made after 
July 31, 1969. For provisions relating to 
amounts paid, permanently set aside, 
or to be used for a charitable purpose 
in taxable years beginning before Janu-
ary 1, 1970, see 26 CFR 1.642(c)–1 
through 1.642(c)–4 (Rev. as of Jan. 1, 
1971). 

[T.D. 7357, 40 FR 23739, June 2, 1975] 

§ 1.642(c)–1 Unlimited deduction for 
amounts paid for a charitable pur-
pose. 

(a) In general. (1) Any part of the 
gross income of an estate, or trust 
which, pursuant to the terms of the 
governing instrument is paid (or treat-
ed under paragraph (b) of this section 
as paid) during the taxable year for a 
purpose specified in section 170(c) shall 
be allowed as a deduction to such es-
tate or trust in lieu of the limited 
charitable contributions deduction au-
thorized by section 170(a). In applying 
this paragraph without reference to 
paragraph (b) of this section, a deduc-
tion shall be allowed for an amount 
paid during the taxable year in respect 
of gross income received in a previous 
taxable year, but only if no deduction 
was allowed for any previous taxable 
year to the estate or trust, or in the 
case of a section 645 election, to a re-
lated estate, as defined under § 1.645– 
1(b), for the amount so paid. 

(2) In determining whether an 
amount is paid for a purpose specified 
in section 170(c)(2) the provisions of 
section 170(c)(2)(A) shall not be taken 
into account. Thus, an amount paid to 
a corporation, trust, or community 
chest, fund, or foundation otherwise 
described in section 170(c)(2) shall be 
considered paid for a purpose specified 
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